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TREAS DEPT WASHDC 
INFO AMEMBASSY LONDON 

CONFIDENTIAL HONG KONG 8166 

TREASURY FOR CROSS 

EO 11652: ADS, DECLAS 12-31-73 
TAGS: EFIN 

SUB J : UK GUARANTEE OF HK STERLING RESERVES AFTER EXPIRATION 
BALE AGREEMENT 

1. HK OFFICIAL CONFIRMED THAT HKG PUBLIC STATEMENTS DO INDEED 
REFLECT ACCURATELY DISAPPOINTMENT HKG FEELS RESULT DISCUSSION IN 
LONDON ON POSSIBLE DOLLAR GUARANTEE STERLING RESERVES AFTER 
SEPTEMBER 24. ITS VIEWPOINT IS THAT IT HAS PAID HIGH PRICE FOR 
GUARANTEE BY BEING REQUIRED TO HOLD 89 PERCENT OF ITS RESERVES 

IN STERLING. IT WOULD CLEARLY LIKE DIVERSIFY MORE, DEGREE 
DEPENDING ON WHAT SORT OF POST-BALE ARRANGEMENT BRITAIN IS WILLING 
TO OFFER. SITUATION IS IMPLICATED BY THE FACT THAT SUBSTANTIAL 
PORTION STERLING ASSETS BELONG TO BANKS. THEY BENEFIT FROM GUARANTEE 
BY VIRTUE OF A SEPARATE AGREEMENT BETWEEN THEM AND HKG. 

2. PURPOSE OF MISSION WAS TO MAKE CLEAR TO UK TREASURY 

EFFECT OF CONTINUED UNCERTAINTY ON HK BANKS WHO ARE FREE TO DO 
WHAT THEY WISH WITH THEIR STERLING. UK UNDERSTOOD BUT VOLUNTEERED 
NOTHING AND CONFINED ITSELF TO STATING THAT MESSAGE WOULD BE SENT 
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TO ALL PRESENT MEMBERS OF AGREEMENT IN THE SECOND WEEK OF SEPTEMBER. 
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OFFICIAL NOT CERTAIN IF NEW AGREEMENT WILT. BE OFFERED. IF IT IS 
THERE WOULD BE CONSIDERABLE DIFFICULTY IN NEGOTIATING 
WITH BANKS IN THAT SHORT PERIOD OF TIME. 

3. REGARDLESS OF OUTCOME, IT SEEMS CLEAR THAT BANKS AND TO SOME 
EXTENT HKG WILL START TO INVEST SOME OF THEIR STERLING ASSETS, NOW 
ESTIMATED TO BE ABOUT TWO BILLION DOLLARS IN OTHER CURRENCIES- 
DOLLARS, DEUTSCHMARK, ETC, IN NEAR FUTURE. 

4. WOULD APPRECIATE FROM EMBASSY LONDON COMMENT ON THIS EPISODE 
AND FROM WASHINGTON APPROPRIATE US POSITION ON QUESTION OF STERLING 
BALANCES IN GENERAL AND THOSE OF HONG KONG IN PARTICULAR. 

DEAN 
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